Abstract -
INTRODUCTION
T raditional" tax models are strained by electronic commerce and the digital transmission of products and services (Fox and Murray, 1997; Murray, 1997) . For example, in the context of state and local sales and use taxes, it is unclear whether tangible products, e.g., books and records, are taxable when delivered in digital form. If they are taxable, then the question remains as to which jurisdiction has the right to tax. This is especially difficult if the vendor does not know where its customer is located. Even if the customer's location is known, the vendor will not have nexus for tax collection purposes if it is not physically present in the taxing state-something that becomes less likely as commerce migrates to the Internet. This is one example of the many problems facing the application of a retail sales and use tax to electronic commerce. Similar issues are raised for income and other business activity taxes (McLure, 2000) . 1 It was in the context of such questions that the National Tax Association (NTA) convened a group to study the status of state and local taxation of electronic commerce and telecommunications. 2 The NTA Communications and Electronic Commerce Tax Project (Project) was organized to identify possible solutions to state and local tax problems that have been magnified by electronic commerce. 3 The Project was one of several concurrent attempts to respond to the emerging issues around electronic commerce and telecommunication taxation. Most notable among the other initiatives were the proceedings conducted by the Advisory Commission on Electronic Commerce (ACEC) that was commissioned by the federal government as part of the Internet Tax Freedom Act (ITFA), as discussed further below. The NTA Project differed from most other studies because membership was voluntary and no single group or industry was able to control the agenda. All of the studies on electronic commerce struggled with policy, legal, and administrative issues. The NTA Project spent considerable effort in discussions about nexus standards and their implications with respect to the duty to collect a use tax by nontraditional vendors.
This article describes the Final Report (1999) of the Project, offers a limited history of the Project, and highlights areas where additional policy clarification is needed. 4 It begins with a brief description of the participants and the organization of the Project, including a review of the federal legislative efforts that took place during the Project. It then describes the major policy issues addressed in the study, including tax rates, base definitions, sourcing of taxes, nexus, duty to collect, and administrative simplification. We conclude with a discussion of the implications that might result from the Project discussions.
NTA PROJECT ORGANIZATION: MEMBERSHIP/STRUCTURE
The NTA Tax Project was an open process; any interested person or entity could participate as a Project Member. The Steering Committee, a committee of the whole, served as a forum for discussing issues, organizing the input of Project members into project recommendations, and voting on proposals. Sixteen business representatives, 16 government representatives, and seven "other" representatives were appointed to the Steering Committee. 5 An operating committee facilitated the mechanics of running a voluntary process; it was composed of two co-chairs, three business representatives, and three government representatives. 6 A drafting committee assisted with efforts to craft the various proposals. Working groups were organized to address specific issues that became important components of the NTA Tax Project.
The philosophy in forming the NTA Tax Project efforts was, by and large, one of pragmatism to develop objectively good tax rules for electronic commerce. The Project participants acknowledged at the outset that the product(s) of the initiative had to be viewed as essentially neutral (a critical selling point, since adoption of the Project's output presumably would be voluntary). 7 In addition, the Project served as a negotiating table for the participants, where changes or concessions would be required in the pursuit of workable and efficient rules and procedures for the taxation of electronic commerce. The tone was generally not emotional, except 3 The National Tax Association has been involved in significant tax reform issues such as the property tax (Schoettle, 1979) . 4 A full history of the project and its procedures can be found in Houghton and Hellerstein (2000) . 5 A list of participants is given in the appendix. 6 The individuals and groups who were asked to serve on the Standing Committee were viewed as having a particular interest in the outcome of the discussions. Government members and business members were chosen based on their background in tax policy or importance of electronic commerce to their industry. 7 The focus of one working group was how to implement recommendations. This group considered a number of alternatives, including federal legislative mandates to adopt Project recommendations; however, the Project was unable to assume that any option besides state-by-state adoption of its proposals would be practicable.
when the "core issues" for a specific group were being addressed. Additionally, the process depended on everyone staying in the room together-and most of the participants felt the output of the process was critical to them.
DELIBERATIONS: POLICY ISSUES/ CONSENSUS
The challenge was to devise electronic commerce tax policies that embodied the normative criteria that guide good tax policy. During the three years of discussions, economic neutrality and uniformity (functional equivalence) were the two most commonly referenced criteria. Other principles that surfaced in the discussions include ease and fairness of administration and compliance, transparency of the tax structure, and avoidance of multiple taxation of commerce.
Government participants did not wish to appear greedy and some business participants did not want to signal that significant revenue was at stake. 8 However, an important issue was the potential revenue drain associated with the nontaxation of electronic commerce. During the discussions there was speculation, but little direct evidence, that state and local revenues had been harmed by electronic commerce (Bonnett, 1998; Newman, 1995) . 9 At the end of the Project data began to confirm that states' 1998 revenue collections had not yet declined due to electronic commerce (Cline and Neubig, 1999) . However, Bruce and Fox (2000) now suggest the revenue implications for states are potentially troubling.
Because the output of the Project depended on the formation of "consensus" among the Steering Committee members, attempts were made to prevent "winners" and "losers." Consensus implies a high level of agreement within the relevant parties, so that no significant faction of the group felt compelled to leave the process and attempt to undermine the result. In general, keeping everyone engaged in the process was successful. Nevertheless, in complex policy discussions, consensus also implies that no agreement will be reached on some issues, a common outcome throughout the Project.
OTHER EFFORTS TO IMPOSE CERTAINTY AND FIND SOLUTIONS
As noted, during the period of the Project other entities were engaged in an analysis of the issues surrounding the taxation of electronic commerce, including: the National Conference of Commissioners on Uniform State Laws (NCCUSL), 10 the U.S. Treasury (1996) , the White House (1997), Interactive Services Association (1996) and the United States Congress. The Organization for European Cooperation and Development (OECD) (1997) was actively exploring these issues from an international perspective. There was also an ongoing negotiation between state revenue departments and the Direct 8 It is interesting to note that there was never any agreement on whether or not there was an actual revenue loss from the growth of electronic commerce. 9 Earlier work on mail order sales estimated a loss for the states of around $3.3 billion in sales and use tax revenue (ACIR, 1994) . 10 NCCUSL is a 50-state body, composed of Commissioner attorneys in private and public practice as well as academia that undertakes to draft model uniform legislation for consideration by the state legislatures. NCCUSL is the body that drafted the Uniform Commercial Code (UCC) (which has been adopted by all states plus the District of Columbia) and the Uniform Division of Income for Tax Purposes Act (UDITPA) (which was adopted in many fewer states, and with numerous amendments thereto). The question was actively being considered in the summer of 1997 whether NCCUSL was an appropriate vehicle to address the concerns and goals identified above. Immediate past NCCUSL Chair Gene Lebrun, a member of the Advisory Commission on Electronic Commerce as a Commissioner, has indicated that NCCUSL might wish to revisit this opportunity in the future.
Marketing Association (DMA) to devise a simplified collection and reporting system for mail-order sellers, which might have formed a basis for discussions of e-tailer rights and responsibilities. This negotiation eventually fell apart and may well have eroded some confidence in the NTA Project.
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The most visible efforts were undertaken by the United States Congress, and discussion and analysis of the NTA Tax Project and Report would be incomplete without reference to the parallel development and enactment of the Internet Tax Freedom Act (ITFA) and its resultant Advisory Commission on Electronic Commerce (ACEC).
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Early in 1997, the ITFA was introduced in Congress. The primary focus of ITFA was to place a moratorium on state and local taxation of enumerated forms of electronic commerce, with a secondary focus on ways for Congress to facilitate (or preempt) the process of developing tax policy that would be implemented in an essentially uniform basis by state and local governments.
The original ITFA legislation imposed a moratorium on the imposition, assessment or attempt to collect any tax on the Internet or online services (including access to, use of, or communications and transactions that occur through the Internet or online services) by states or political subdivisions thereof, subject to three major exceptions relating to net income taxes, business license taxes, and certain sales/use taxes.
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When ITFA was finally adopted in 1998, it differed from the earlier versions of the legislation; nevertheless, the basic thrust of the ITFA remained the same. A moratorium was instituted for a three-year period, beginning October 1998, on: (1) state and local taxation of Internet access charges subject to a grandfather provision for such taxes if generally imposed and actually enforced prior to October 1, 1998; and (2) "multiple" or "discriminatory" taxes on electronic commerce. The ITFA was not to impact state and local taxation in any other capacity. The ACEC was formed and charged with producing a study and corresponding legislative recommendations. The issues to be addressed by the ACEC included: (1) consumption taxes, both international and domestic; (2) model state legislation for tax-base purposes; (3) a review of the sales tax base and retail industry; and (4) simplification of telecommunications taxation. The goal of some in Congress is to prevent state and local taxation of the Internet; this goal was not precluded by the current version of the ITFA or the ongoing work of the ACEC. For example, a bill (H.R. 3252) has been proposed to impose a permanent ban on internet access charges, and several presidential candidates have campaigned on a pledge not to allow taxation on goods sold over the Internet and the current front runners 11 During 1997-8, the DMA attempted to negotiate a Limited Contacts Taxpayer Agreement with certain states' administrations, and with the informal technical advice of the Federation of Tax Administrators and Multistate Tax Commission. The DMA indicated that if states and localities offered mail order sellers the right incentives-in the form of simplified collection and reporting obligations, and a compliance safe harbor for substantial compliance with state and local use tax laws-then those sellers would in large part voluntarily come forward and register to collect taxes, thus making nexus a moot point. This draft "agreement" was intended to embody the terms on which voluntary collection would ensue. However, the effort was unsuccessful, due in part to unfavorable media coverage. Although negotiations broke down, this agreement could have had relevance to any resolution to the sales and use tax controversy that is arising in the context of electronic commerce, although the DMA agreement did not reflect any consensus concerning the impact of a remote seller's electronic commerce activities on its eligibility to utilize the agreement. 12 P.L. 105-277 (H.R. 4328), signed into law by Pres. Clinton on October 28, 1998. 13 At the time ITFA was being considered, nine states imposed a tax on Internet access (Cowling and Ferris, 1997) .
have remained generally silent on this issue (Garr, 2000) . A specific statement was included in the ITFA to the effect that the ACEC's work would not undermine the efforts of the NTA Tax Project, to the extent possible.
14 While the federal legislative efforts and the NTA Project never actually converged, they clearly intertwined on occasion. The two processes appear to have been played off against one another frequently, as participants in each tried to predict the likelihood of success of either process, and to influence the directions taken by each initiative. For example, the planned time frame for the completion of the NTA Project was shortened to accommodate the agenda of the ACEC.
SPECIFIC POLICY ISSUES ADDRESSED BY THE PROJECT
The most significant early product of the project was a draft of a report that outlined steps that might be necessary to frame model legislation in the area of sales and use taxes and electronic commerce (Eads et. al., 1997) . The initial draft report became a catalyst for a number of ideas and provided background for future discussions. The draft report contained a variety of potential approaches toward sales and use tax policy for electronic commerce, e.g., nexus, federal intervention, and default rules. It was not intended as a consensus document or a recommended roadmap, but rather as a starting point for serious examination of the principles that should govern electronic commerce tax policy, and the features of several proposals thus incorporated such principles. The draft report motivated Project participants to organize the Project's work into discrete issue sets, and for all to take an active role in defining viable alternatives to resolve these issues.
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In addition to the draft report, the early work of the project was devoted to discussions about the scope and focus of the project. Initially, the Project was planned to consider all types of state and local taxes, but Project participants agreed that the first set of discussions should focus on sales, use, and telecommunications taxes, with the caveat that all types of taxes were still properly subject to its review. Project members also decided that a discrete, issue-specific approach to sales/use taxation of electronic commerce would likely attract short-term interest and long-term, broad-based support. The final and sustained phase of the Project was devoted to the examination of several major sets of issues (both technical and policy-re-14 After a notoriously slow and embattled beginning, the ACEC commenced its own work on e-commerce tax policy issues in June 1999 and has held four Commission hearings. The NTA presented its Final Report to the ACEC in September 1999, and the Commissioners and their staff member clearly took the Report into account in issuing a request for proposals to improve and simplify the state and local sales and use tax system; of 35 or more proposals, at least 15 were presented to the ACEC at its December 1999 hearings. 15 Following is a brief summary of the major proposals contained in the report: (1) Nexus and Sourcing Premised on In-State Billing Address: The proposal required federal legislation that would allow state and local government to assert sales and use tax nexus based on an in-state purchaser's billing address, i.e., an economic nexus concept. Sales would either be thrown back to the vendor's principal place or business, or "thrown around" to states in which the vendor is doing business, in cases where the vendor is unable to determine the purchaser 's billing address, i.e., a "throwback" rule. (2) Congressionally Implemented State Tax Information Clearinghouse: A proposal to create a central clearinghouse to enhance the ability of states to collect use tax from consumers. A vendor who sells tangible personal property or delivers services via the Internet and does not maintain a physical presence within the purchaser's jurisdiction would be required to report purchaser information to a state tax information clearinghouse.
(3) Situsing Sales Taxes Assuming No Federal Legislation:
The scheme contains two situsing rules: one for sales for personal consumption and business not known to be registered in the taxing state (sourced according to a hierarchy of four alternatives), and one for sales to businesses that are registered in the taxing state (taxed by the state if the customer uses the goods/service within the taxing state). lated in nature) that impact the efficacy of state and local sales/use taxation of electronic and remote commerce, and that had arguable application to other types of state and local taxes. The fundamental issue in almost every policy discussion was the question of nexus and a vendor's duty to collect taxes. The Project recognized, in this context, that the various tax questions arising in the context of electronic commerce have their basis in the same constitutional principles that frame traditional tax controversies. For example, in every nexus controversy, the frame of reference is the Commerce Clause and the Due Process Clause. The Commerce Clause notion of substantial nexus was a critical part of the discussion of parameters for state and local taxing powers related to all types of interstate commerce (albeit the ability of Congress to establish affirmatively a new and different nexus standard was also frequently cited by Project participants). Likewise, the due process concepts of fairness and purposeful direction of economic activity were considered in the context of the taxation of electronic commerce. Thus the reasoning contained in important Supreme Court nexus decisions, and the analogies that may be drawn between traditional and new-age transactions, were useful tools for taxpayers, practitioners, and administrators. Nevertheless, the Project attempted to consider whether these traditional principles and applications needed to be adjusted, augmented, or even replaced, if it was to effectively design tax policy for the new cybereconomy. Tied to nexus was the issue of duty to collect and remit sales/use taxes on Internet sales. If the nexus issue were redefined in any substantial manner, the problem of duty to collect would need to be given attention.
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In addition, the Project identified several other general problems. The complexity and inconsistency associated with state sales and use tax systems has long been a concern for interstate sellers. The principal sources of complexity were identified to include nonuniform state and local tax rates, tax bases, and tax administration/ compliance requirements. Additionally, the current tax structure imposed on telecommunications services was viewed by most Project members as an obstacle to the facilitation of fair competition between providers of competing services in an age of convergence.
The Project determined that it needed to consider the range of transactions subject to the taxing scheme. Initially, the scope was concerned only with electronic commerce, but Project members subsequently expanded their deliberations to include all remote commerce, including electronically delivered products and services and the more traditional aspects of direct marketing. As noted above, the Project was concerned with the issue of taxable base. The Project attempted to formulate a process to develop uniform definitions and classifications for tax-base issues.
State and local sales/use tax rates were a topic of considerable discussion and debate. The number of separate tax rates used in the 46 states implementing a sales tax has been a major obstacle in previous efforts to impose and comply with the sales tax (ACIR, 1994). As discussed below, proposals to reduce this number were reviewed. This review was done in conjunction with a discussion of to what extent local governmental fiscal independence and revenues should be sacrificed to the goal of simplifying the existing system and, potentially, subjecting a greater percentage of interstate vendors to tax collection obligations.
The sourcing of electronic commerce and remote sales transactions was reviewed in a series of public meetings and electronic discussions. The principal issue surrounding this concern was whether sales should be sourced at the point of sales (origin based) or at the point of consumption (destination based), and whether exceptions should be drawn based on the medium of transmission of taxable goods and services. In addition to this issue, the Project also considered a series of potential "safe harbors" for sellers that relied on information provided by customers in making sourcing decisions, should such information prove erroneous. Additionally, the Project discussed various default procedures that could be applied when insufficient sourcing information was available to apply the general sourcing rule.
The Project also examined the topics of administrative and compliance simplification. Project members realized that a key attribute of electronic commerce was its availability to many new retailers that can now sell online on an interstate and international basis; as a result, the burden imposed by the diversity in sales tax requirements among the states would be accentuated. The group addressed approaches to simplification to increase the degree of uniformity between the states in the administration of these taxes. Among the types of simplification examined were uniform vendor registration; uniform sales/use tax returns, increasing the ability to file such returns electronically, and decreasing the frequency with which such returns are filed; uniform state laws for bad debt deductions and use of direct pay permits; uniform exemption certificates and other simplifications in the administration of exemptions; and simplified audit, assessment, and appeal procedures for multistate vendors.
Finally, the Project included telecommunications tax issues in its scope of review for two reasons. First, the Project's Organizing Document identified the first focus of examination to be "issues concerning state and local sales and use taxation of communications and electronic commerce, including gross receipts taxes that are equivalent to sales and use taxes." Second, a tax structure that affected the growth of a competitive "backbone" telecommunications industry might impede the development of an efficient and competitive Internet and electronic commerce marketplace. The following specific issues were discussed: (1) whether state and local transaction taxes imposed on telecommunications providers and their customers should be applied uniformly, without regard to the status of the entity providing the service; (2) whether it is possible to arrive at a uniform definition of "telecommunications;" (3) whether the tax system should provide a mechanism for "unbundling" telecommunications from other services for tax purposes; and (4) whether administrative burdens on telecommunications taxation can be minimized, consistent with the legitimate concerns of local governments for revenue, by imposing a single state-wide transaction tax in lieu of various state and local telecommunications taxes.
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FINAL PHASE: NTA REPORT COVER-AGE OF SEVEN SETS OF ISSUES
The Final Report is a full discussion of the seven major areas of inquiry with a notation of any Project consensus and recommendations, as well as an outline of various perspectives and proposed measures to address/resolve the issues. The Project members felt that the NTA Report must clarify the context in which all of the areas were discussed, and in which any "consensus" or recommendation of the project was reached. Because consensus was achieved on only a few topics, the Project members included in the final report a caution to those using the report.
The caution was in the form of a prefatory caveat:
One working assumption underlays all the work of the project, to wit: "Nothing is agreed to until everything is agreed to." Consequently, the Steering Committee wishes to emphasize at the outset that it would seriously misrepresent the work of the Project to pluck any of its tentative and preliminary conclusions, including specifically those it reached by a formal vote, out of context and to represent them as the conclusion of the Project.
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Sales and Use Tax Rates
The myriad of tax rates (based on the Report's estimated 7,600 jurisdictions across the country that impose locally a sales/use tax) imposes a compliance burden on multistate sellers. This problem has the potential to become even more serious as numerous small sellers enter the e-commerce market. The problems center on identifying the appropriate tax rate to charge, as well as the taxing jurisdiction. Most solutions to this problem require that an interstate vendor purchase and maintain software to track all transactions for sales and use tax collection. However, even with such software there is also a concern that it would be difficult to keep any system current as additional jurisdictions adopt local option rates and existing rates are changed. For example, from 1994 to 1999, an average of 178 cities and 36 counties annually began imposing local sales and use taxes, and approximately 9 percent of the existing local tax rates were changed (Vertex, 2000) .
Virtually every member of the Project agreed that the current rate structure that allows local option use taxes is complicated for nontraditional marketing firms. These same individuals also recognize the role sales tax revenue plays in funding basic government. 19 It was acknowledged that the local option sales and use tax has gradually replaced the property tax as a source of local funding. There was a strong sense that any movement to constrain the use of local option sales and use taxes would not be viable unless states protect local governments from revenue loss. Nevertheless, the Project adopted a consensus position that there should be one sales tax rate in each of the states that have adopted the sales tax and granted the use of local option taxes for substate-level governments. The one rate recommendation was tempered by the recommendation that states devise methods to protect the distribution of revenues to local jurisdictions.
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Other solutions to the rate problem were also discussed. These alternatives focused on simplifying the current rate system without adopting a single rate in each state. Alternatives included conforming tax jurisdiction boundaries to Zip Code or Zip-plus-four boundaries, using a Geographic Information System (GIS) to identify the locale of consumers, and adopting a two-rate structure-one rate for in-state sellers and one for out-ofstate sellers. These alternatives, including using ZIP or GIS solutions, never generated much interest for most members of the Project; nevertheless, they have not gone unnoticed. Subsequent to the Final Report, McGuire (1999) , among others, recommended to the ACEC that the administration of a sales and use tax system could be based on a ZIP Code sourcing rule.
Other related issues included the question how a single rate per state would be established, i.e., the current highest combined state/local rate, an average rate, or the lowest combined rate. There were also concerns about the effect of this measure on revenue neutrality, equity among communities that currently levy different substate rates, and potential revenue windfalls or shortfalls. In response to the Report, Cornia, et. al. (2000) conclude that moving to a single rate creates numerous complications, at least in the five states examined. They report that selecting the standard rate, and the likely revenue shifts, will create revenue reallocation and political issues in each of the states reviewed.
Duty to Collect Sales and Use Taxes and Other Taxing Jurisdiction Issues
Three alternatives were explored during the discussions on the extent of a seller 's obligation to collect sales and use taxes and the appropriate definition of nexus. First, there was a solution that the current standard of nexus be replaced with a collection duty premised on sales volume, nationally or within a given state. Advocates of this approach cited the following benefits: (1) establishing an objective test, (2) substantially reducing nexus disputes, (3) recognizing state and local governments' support of commerce, and (4) fostering a level playing field among vendors.
The second suggestion was to maintain the current standard established in such cases as Quill and Jefferson Lines. Supporters of this approach cited the following benefits: (1) protecting interstate vendors from the myriad of burdensome and inconsistent state and local tax obligations, (2) not submitting remote vendors to tax collection duties in jurisdictions where they effectively received no direct governmental services or benefits, and (3) maintaining a reliance upon established Supreme Court precedents.
The third suggestion was to clarify further the physical presence (in both qualitative and quantitative terms) necessary to establish a duty to collect the tax. Advocates of this approach cited the following: (1) reinforce existing Supreme Court precedent, and (2) reduce the possibility for nexus disputes that might arise from unclear or inconsistent interpretations by the states of existing nexus standards.
While participants understood the relevance of considering an expanded duty to collect sales and use taxes, the discussions did not reach a consensus on the appropriate outcome. Some of the business representatives had no inclination to make any concessions on their current constitutional protection unless the simplification procedures were sufficient to ease their compliance burden and were already in place. In addition, a serious issue was a strongly held conviction that any change in the nexus standards for sales and use taxes could create nexus implications for other direct business taxes. McLure (2000) discusses the problems related to the state corporate income tax and electronic commerce. He specifically addresses the issues surrounding physical and economic nexus consideration.
This concern was among the most contentious of all the issues reviewed during the Project, and the problem continues to haunt discussions of the ACEC. Government officials conceded that expanded sales and use tax nexus could be viewed as a precursor to alteration in the current balance for other types of taxes; however, they believed that safeguards could be adopted to prevent this spillover effect. One suggestion was to implement a rule that registration for the sales tax could not be construed by the state as establishing nexus for other taxes. After the Report was adopted, the Committee on State Taxation (COST) (1999) endorsed this position.
The business group eventually adopted a position that a physical presence test should become the accepted nexus standard. This position continues to be promoted by some in the business community (ACEC: Business Caucus, 2000; and Andal, 1999) . Other participants in the Project, primarily the government and academic members, urged the adoption of a nexus test based on economic activity with the development of safeguards or an articulation of a "firewall" for purposes of distinguishing nexus standards for direct business taxes. In the end, the Project could not resolve this issue in a manner that was mutually acceptable to the consensus requirement of the project. The resolution of the duty to collect a sales and use tax by remote vendors remains the most difficult barrier to uniformity in the sales and use tax.
Sales and Use Tax Base
The diversity of state and local tax bases creates complexity for sellers doing business in multiple states and attempting to comply with sales and use tax requirements. The significant differences in state tax bases are discussed in McLure (1998) and Mikesell (2000) . Exemptions vary among states and within some states and may be based on the good or service, the manner of use of the good or service, the status of the purchaser of the good or service, or if the good or service is being purchased for resale. There was agreement among the participants that the current system was difficult to track for multistate sellers.
The position taken by the Project was to explore the development and implementation of uniform definitions or classifications of products and services for tax base purposes. Under this system, states would continue to determine the taxable status of products and services, but the definition of the enumerated goods and services would be consistent between and among the states. Using this approach, states would retain their sovereignty to determine what was or was not taxable. Such a tax base menu would need to contain sufficient detail to enable it to be capable of corresponding, to a great degree, to the states' current tax bases. A major advantage of this approach is that it simplifies the development of software that would enable sellers to determine, for each state, whether their product or service was taxable in the customers' state.
The Project identified and evaluated potential sources for uniform definitions of products and services. Four different classification protocols were considered: North American Industrial Code System (NAICS), United States Harmonized Tariff Schedule (Harmonized System), Bureau of Labor Statistics Expense Categories (BLS), and United Nations Centralized Product Classification (CPC). Generally, the participants in the Project felt that the classification system with the most potential to serve as a starting point was the United Nations (CPC) system. The other three classification systems had at least some of the following flaws. They focus on the production side of the economy and do not pay attention to the service side, or are extremely detailed and would be precise but unusable, or lack sufficient detail to offer much guidance to state lawmakers. The choice of the CPC was not formally adopted by the Project. However, Project members encouraged a continued study of the potential of the use of the CPC, and the U.S. Census Bureau's efforts to create integrated classification systems for both goods and services. 21 Solutions to the 21 The Project recognized that the Multistate Tax Commission was undertaking an initial study of the similarity between the United Nations CPC system and the existing tax bases of three states, to determine the degree of synchronicity between them and the potential for utilization of the CPC system as the basis for developing a uniform tax base menu for the states.
problem of nonuniform state tax bases has received modest attention since the public release of the Project report. However, proposals made to the ACEC acknowledge the difficulties created by nonuniform sales tax bases, and like the Project, recommend a move toward uniformity.
(ACEC: Business Caucus, 2000; Committee on State Taxation, 1999). The Project also considered the treatment of exemptions by states from sales and use taxes. Exemptions, while a common tool to of tax policy, create compliance complexity and exposure to audit risk. The Project explored several options to reduce the problems associated with nonuniform exemptions. One approach considered was the development of model exemptions relating to business inputs (e.g., sales for resale, purchases that become a component of another product, items used or consumed in the manufacturing process, and agricultural equipment and supplies) that would encourage states to standardize their treatment of business purchases.
Finally, the Project reviewed several additional measures that might reduce the instances of inconsistent treatment of identical tax base items, including: (1) using set rules of interpretation (such as those devised by the UN for the CPC system); (2) requiring states to come to an agreement among themselves as to which interpretation is correct, as an initial matter; and (3) as a last resort, establishing a "competent authority" to rule on inconsistencies. In combination with a process to ensure that the tax base menu will be "dynamic" (i.e., able to accommodate the development of, and define, new goods or services), a limitation of the frequency of changes was also viewed as potentially useful.
Sourcing Transactions for Sales and Use Tax Purposes
The traditional practice of sourcing sales transactions to the taxing jurisdiction in which the product or service is consumed works well when buyer and seller are engaged in routine commercial exchanges. However, destination-based sourcing is more complicated in an era of electronic commerce, because the point of consumption is not always known to the seller (e.g., in sales of digital products or services delivered via the Internet or other electronic means, or in instances where buyers of goods or services have multiple users who access digital products from multistate locations). Within this context, the Project entered into a series of discussions regarding the proper sourcing of sales.
The Project Steering Committee adopted a consensus position that sales should be sourced to the state level only and that the sourcing should be based on the state of use or destination of the product or service purchased. The Project also recommended that uniform procedures be developed to protect out-of-state vendors from audit exposure in situations in which, after a good faith effort on their part, the destination of the product or service could not be determined. The Project participants felt that this recommendation would enable transactions to be sourced to the point of destination without imposing a set of requirements that would unduly constrict sellers in terms of their information gathering or verification duties.
This recommendation raised concerns for some members of the Steering Committee who believed that not sourcing sales to the local taxing jurisdiction would undermine local fiscal autonomy. In this regard, the tax rate concepts proposed as an alternative to "one rate per state"-involving Zip Codes, or use of two rates (one for "over-the-counter" and one for interstate or in-state remote sales)-were again examined, and again rejected; Zip Codes are not necessarily coterminous with local taxing jurisdictions, and a tworate system would violate tax neutrality by treating identical transactions differ-ently, solely by reference to the means by which they were conducted. Likewise, a two-pronged sourcing approach, whereby digital products are sourced only to the state level but tangible property is sourced to the street level, was rejected as violating the principle of tax neutrality. Nevertheless, Cornia, et. al., (2000) recommend that states consider a two rate system, given the difficulties associated with the adoption of a single state rate. In response to the concern of local government representatives, the Project recommended that the states devise a fiscal transfer system to protect local governments from potential revenue losses.
There were also proponents of sourcing sales on an origin-based design. The arguments that an origin-based tax would be easier to administer for vendors seem apparent, e.g., a single rate, a single set of exemptions, and a single administrative system with which to comply for each sales location. Nevertheless, this proposal was rejected by all but a few members of the Project Steering Committee as undermining the conceptual foundation of a retail sales tax operating in a federal fiscal system. The fact that an origin-based tax would equal a tax on production and exports (McLure, 1997) and lead to economic distortions favoring sellers that located in a state without a sales tax (Fox and Murray, 1997) was objectionable to virtually everyone connected with the Project. Regardless, arguments supporting origin-base sourcing continue to be made to the ACEC, at least with respect to digitized products (Wagner and Anderson, 1999) .
Issues were raised about how to deal with sales for which the destination address is unknown. There was a consensus that sales should not be exempt from taxation solely because information on the actual state of destination or use (or the acceptable proxies therefore, if any) is not known to the seller. Two alternative default sourcing rules were examined, in connection with the Project's resolution to develop one or more default rules. The first was a "throw-back" rule that would source the sales back to the state of origin. This approach is recommended by considerations of administrative ease, but it creates policy problems, because states without a sales tax could become tax havens. The second alternative was a "throw-around" rule. Under this scheme, sales without destination information would be pooled and distributed to states that impose a sales tax on an agreed-upon allocation formula. Administratively speaking, this approach creates more difficulties, but it does not create disincentives for vendor behavior. Project members did not reach an agreement with respect to the advisability of recommending either of these default rules.
Failing to satisfy state auditors that sufficient efforts had been made to collect destination data from buyers is a risk noted by business representatives. Several safe harbor ideas were developed and discussed to protect sellers that were securing sourcing information from the buyer.
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A number of assumptions were built into these ideas: data provided by the seller would be assumed correct; decisions on conflicting data would be left with the vendor; vendors would be required to collect only from the buyer information that would normally be collected during a transaction; when a buyer refused to provide sourcing information, the transaction should be subject to the applicable default sourcing rule; and when a seller knows the sourcing date provided by the 22 The Project defined the term "taken in bad faith" as follows: "A seller's reliance on required sourcing information or resolution of conflicting sourcing information is 'taken in bad faith' (and the seller is outside the safe harbor) if the seller has assisted in securing, or promoted the receipt of, false sourcing information with the intent that the information if accepted as true will permit the avoidance of taxes otherwise due." buyer is false, based on information readily available at the time of the transaction, the sale should be handled in accordance with a default rule.
Simplification of State and Local Sales Tax Administration
Nearly all Project members agreed that the current administrative and compliance systems are complex, and any examination of the sales and use tax issues must deal with the complexity of compliance. The burden is most apparent for multistate vendors, who must comply with a multitude of laws and regulations. The current prospect is that this problem will become more severe as more vendors expand their market reach via the Internet.
Approaches to simplification discussed during Project sessions concentrated on steps to simplify various aspects of sales tax administration and to increase uniformity between the states. While the Project did not adopt a formal recommendation on simplification, it did discuss a series of proposals that, if implemented, would reduce the compliance burden of sales and use tax.
Three approaches to simplification were discussed. Two of these, referred to as Base State Tax Administration and Real Time Tax Administration, were carefully considered but in the end were considered too complex and uncertain to implement at this time. The Base State system would require a multistate seller to deal on most matters of tax administration (e.g., registration, return filing, tax remittance, and audit) with only one state-its base state (i.e., state of commercial domicile, or principal operations). Advantages cited for this system include the fact that it presents a quick and dramatic reduction in administrative burden for interstate sellers, and it has been used effectively for fuel-use tax administration purposes (Utah State Tax Commission, 1997). Opponents' three main concerns are: first, that the sales tax system is too complex to have one state administer a multistate tax regime; second, that the fuel tax system is originbased, and will not translate well to a destination-based sales tax environment; and third, that adoption of this system might adversely affect the cash flow of some states.
The Real Time Tax Administration system contemplates using the electronic technology through which purchase and payment are made to also administer the sales/use tax (including taxability determinations, selection of tax rates, collection of tax, remittance to appropriate tax jurisdictions, and appropriate reporting); arrangements would be made with private sector interests to develop and implement this system. On the one hand, vendors would be relieved of the burden and the corresponding liability for tax collection duties, and state tax administrators would retain control of the technology. On the other hand, many expressed concerns that the technology is not currently available, that the system's complexity renders this solution too costly to develop and that it is still imperfect in implementation. These and many other issues caused consideration of such a proposal to be premature at this time. In spite of the concern expressed in the final report about a technological solution to the problems of simplification, a number of technological solutions have been proposed and presented to the ACEC (Olders and DeVito, 1999; Sullivan, Walters and Abolins, 1999; and Farmer and McCauley, 1999) .
The third approach-which the NTA Report states represents "the most realistic approach to achieving significant simplification in the near term"-suggests improving the current system. Improvements would be realized through the redesign of various administrative and compliance processes. Processes potentially subject to such redesign include uniform vendor registration (e.g., a national/ multistate vendor registration form as an option in addition to state-specific forms); uniform sales and use tax returns (which might reflect streamlined sales tax rates, sales tax bases, and less frequent filing and tax remittance requirements); electronic filing of returns; uniform state laws on bad debt deductions, i.e., in which a vendor is not fully compensated for a purchase due to insufficient check funds, terminated installment sales, and other bad debts; increased use of "direct pay" permits, i.e., where vendors directly remit use tax on their business purchases of goods and services; uniform resale exemption certificates and other exemption administration processes including establishing a reliance/indemnification standard for vendors who are provided with such exemption documentation-although this standard was not agreed upon; vendor compensation, i.e., relating to the cost of collecting and remitting these taxes, as that cost is driven by the complexity, or lack thereof, in the system; and simplified audit and appeal procedures including consideration of a Base State and Customer Tailored Approach to reducing the number of states that may audit, or review appeals of, vendors.
Simplification of the current sales and use tax administration is critical, regardless of whether consideration is given to extending the duty to collect tax to certain remote sellers. The work of the Project indicates there are a number of avenues that can provide meaningful simplification in pursuit of that goal, and the proposals that have since been presented to the federal ACEC also reflect this viewpoint. Some of the proposals recommended to the ACEC are closer in scope to the base-state and real-time positions considered by the Project. The National Governors Association (NGA, 1999) has recommended the development of "Trusted Third Parties," who would use a technology-based process to collect and permit the sales and use tax, and the NGA's position has been endorsed by the National Conference of State Legislators. CommerceNet (1999) suggested the use of a base-state or cooperative effort by states to collect the sales and use tax. Others, such as Committee on State Taxation (COST, 1999) , have made recommendations that more closely follow the view that simplification and streamlining of the current state systems is the appropriate approach.
Telecommunications Tax Issues
Because telecommunications tax structures at the state and local level were derived from a monopoly-based, rate-regulated format, the tax burdens placed on telecommunications service providers and consumers are historically more complex and more substantial than those placed on providers and consumers of other types of services (Walters and Cornia, 1997) . However, in a period when regulation is changing and different types of entities are offering substantially identical services, the Steering Committee Project members generally agreed that "telecommunications" should be defined to ensure that competitive neutrality was attained between firms and services without regard to historical industry classifications. The Project members also asked how state and local jurisdictions could reform their existing taxes to reduce the tax and compliance costs faced by some service providers.
The Project's review covered transaction taxes on telecommunications, but excluded franchise fees-defined as charges by local governments for use of public "rights-of-way." The Project also deferred discussion of property taxes, 911 fees, TDD fees, and Universal Service Fees, in order to narrow the scope of discussions and improve the likelihood of resolving other telecommunications tax issues. 23 23 Franchise fees and property taxes imposed on telecommunication firms were discussed in the early stages of the Project (Bland, 1996; Youngman, 1996) .
In spite of the narrow focus of the analysis, the consensus reached by the project members was limited in this arena. Regarding competitive neutrality, the following statement elicited general agreement:
The premise of telecommunications tax simplification is that telecommunications providers and services should be taxed similarly to other businesses and services. In light of the changing environment, the existing tax structure originally designed for rate-regulated telecommunications companies needs to be reassessed as it applies to an increasingly competitive industry.
Two forms of competitive neutrality are implicated by this statement: (1) neutrality in the taxation of telecom services within the industry, and (2) neutrality between the telecom industry and "all other commercial businesses." However, to ensure that such neutrality had the effect of potentially subjecting some businesses to the telecommunications tax structure, some representatives preferred to eliminate any special telecommunications taxes and treat all telecom services and providers under the general sales tax regime. Others objected to abolishing industryspecific taxes, on the grounds that the general sales tax structure already encompasses industry-specific distinctions and industry-specific effective tax rates, due to differences in capital structure and different mixes of labor/tangible assets/intangible assets in creating value in the economy.
Achieving consensus of a uniform definition of "telecommunications" eluded the Project for a variety of reasons. A broad definition was objected to, as pulling in too many providers or services and potentially subjecting them to unintended consequences. On the other hand, other representatives expressed frustration with the fact that similar services are taxed differently due to historical-versus technological, or sound tax policy-based-distinctions. Because Project participants were unwilling to deal with other issues of reform until agreement was reached on the operative terms, this failure constituted a substantial impediment to progress on any of the other issues the Working Group identified and hoped to address, e.g., consolidation of state and local taxes, the tax treatment of "bundled" service charges, uniform situsing conventions for telecommunications tax purposes, taxation of prepaid calling cards, and a uniform "telecommunications resale" exemption form.
Implementation Issues
The Project considered two basic approaches to implementing any of its potential recommendations: federal legislation and cooperative state action. While the Project outlined several points that would need to be considered with regard to each approach, it never specified a preferred means of implementation. However, it is worth noting that those who supported federal legislation believe that electronic commerce was inherently subject to Congress' Commerce Clause power to regulate interstate commerce, and expect that federal legislation alone would result in uniform state implementation of any recommended tax policies impacting electronic commerce (Houghton and Hellerstein, 2000) .
Those who preferred to resort to state cooperative action noted that this method follows the pattern of states' enactment of other uniform state legislation, e.g., the Uniform Commercial Code, and that it appropriately avoids federal intervention and preserves state sovereignty over matters of state tax policy, with regard to which the states are better schooled and more sensitive than the federal government. These individuals also note that federal intervention would be required to relax the dormant Commerce Clause nexus standard enunciated by the Su-preme Court for sales/use tax purposes. Of course, it has also been suggested that a hybrid approach combining federal and state action could also evolve, whereby Congress could approve a multistate compact for adoption by the States, thus arguably removing any constitutional objections to such a compact, e.g., based on its alteration of nexus standards for vendors. Finally, any proposal would ultimately be subject to federal due process scrutiny, as relating to restraints on state taxation; the proposal would also need to take into account any state constitutional restraints on state taxation. Recommendations presented to the ACEC favor state action and voluntary compliance by vendors (NGA, 1999; COST, 1999; CommerceNet, 1999; and ACEC Business Caucus, 2000) .
CONCLUSION
On many standards the Project and the Final Report could be judged as unsuccessful. After meeting for three years and exchanging numerous ideas and issues, the Project reached very few concrete conclusions and raised more questions than were answered. In addition, few surprises in the issues were dealt with. Precious little new ground was broken over the course of the Project. Concerns about tax rates, tax base, sourcing, nexus, and administration and compliance have been discussed in the literature (Due and Mikesell, 1994) . Nevertheless, the efforts of the Project were not completely fruitless; on certain topics, important conclusions were reached. The issues of imposing a single rate, sourcing to destination, and sourcing only to the state level are steps needed to simplify administration and compliance. Proponents of these policies made considerable progress.
Of the issues that await resolution, four seem to be particularly important. First, the notion of using the predicament created by electronic commerce to get the retail sales tax "right" was raised but not dealt with. For example, the issue of taxing transactions between businesses was given little attention during the dialogue. Sales tax as we know it continues, but at best in the modified form of a general retail sales tax. Second, a solution to the problem of nexus was not achieved, and if the testimony before the ACEC is a barometer, the wide disagreement about what constitutes nexus continues. Like the Project, the ACEC was unable to forge agreement on the issue of nexus. Third, the issue of how to implement any solution remains a serious problem. Is the only solution a federal response, or will the states simplify their process to the point that vendors will voluntarily comply with the use tax? Some now appear to hope that the states will be able to demonstrate that the compliance simplification will be sufficient to achieve compliance without federal intervention. Hellerstein (2000) raises issues about the ability of the federal government to intervene and Mikesell (2000) doubts the effectiveness of cooperative compliance. Finally, other state taxes and international tax issues need careful review in the context of electronic commerce. McLure (2000) and Frieden (2000) have started this process with their examination of the state corporate income tax.
In the short run, the burden of sales and use tax administration and compliance is placed squarely on the shoulders of state and local government. Vendors can claim the high ground of constitutional protection afforded them with only modest incentives to cooperate with state revenue departments. States need to consider their response carefully. Technological "simplification" without real simplification will not work (Mikesell, 2000) . Beyond the short-run, interstate vendors should consider the fiscal and political realities of dealing with state and local governments. For instance, Cohen (2000) speculates that continued erosion of the sales and use tax via e-commerce will lower the bond ratings of state and local governments. Few elected officials will be comfortable with such an outcome. Lacking few attractive revenue alternatives, state and local governments will continue to press their case to collect the use tax on electronic commerce, and with the potential of significant revenue loss the case will be easier to make (Bruce and Fox, 2000) . Politically, the concerns of the in-state businesses and those who use state and local revenues are just now beginning to be heard.
